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EXECUTIVE OFFICE OF THE PRESIDE
NATIONAL SECURITY COUNCIL /o3 / LD

WASHINGTON

COPY NO, z

December 2, 1954

»»»»»»

SUBJECT : FY 56 Budget Considerations

The enclosed memorandum on the current
budgetary situation and outlook by the Director, Bureau of
the Budget, is transmitted herewith for the information of
the National Security Council in connection with its con-

slderation of the subject at its meeting on December 3, 1954,
e R VRS LG AR P A P

s

JAMES S, LAY, Jr,
Executive Secretédr

cc: The Secretary of the Treasury
The Director, Bureau of the Budget
The Chairman, Joint Chiefs of Staff
The Chairman, Council of Economic Advisers
The Direetor of Central Intelligence
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L TOP SECRET
GXECUTIVE OFFICE OF THE DF iQTDaM™
BUFZAU OF THE BUDGET

Washington,D.C,

November 30,1954

J{LIORANDU FOP. GEMERAL CUTLAR

Subject: Transmittal of emorandum to the President

In eonsonance with the President's instructions of
July 20, 1953, relative to the preparation and use of
financial data in connection with Vational Security Council
procedures, I am transmitting herewith a cony of a Memorandum
to the President of Movember 30, 1954, subject: "Pevort on
the Current Budeetary Situation and Outlool,"

I have reviewed this *“emorandum with the President, who
agrees 1t would be helpful if copies wera made available to
members of the National Security Council vrior to the meeting
scheduled for December 3, 1954, It is emnhasized that this
report in no respect scts the budget figurcs for the fiscal
yocar 1956, The purpose is to outline the budgetarv issues
we are currcntly facing,

/s/ Rowland Hughes

Director

Attachment

TOP S&CFET
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Movember 30,1954

MEMOEA'DUM FOR THE PRISIDINT

Subject: Report on the current budgetary situation and outlook

I em attaching a revort on the current budgetary situation
and the budgetary outlook for the fiscal years 1956 and 1957,

This report is in accordance with your instructions of
July 20, 1953, in which you directed the Treasury Denartment and
the Bureau of the Budget to prepare projections of expenditures
and revenues semiannually and to ma'e an analysis of their fiscal
implications, The projections contained herein are consistent
with those I discussed with you recently in relation to the
Government's fiscal policy for the fiscal year 1956,

This remort in no respect sets the budset figures for the
fiscal year 1956, The 1956 Budget recommendations and estimates
will be made through the usual procedures and methods provided
for overall budget decisions by the President,

<:) The purnose of this report is to orovide a backdrop for volicy
making. It outlines the magnitude of the budgetary issues we are
currently facing in the formulation of the Rudget for the fiscal
vear 1956, Tts immediate use would be to provide you with a basis
for giving to the VWational Security Council and its Planning Board
general policy guidance as to your 1956 and 1957 program objectives,

With a few exceptions, the expenditure projections in this
report begin with the totals which have been submitted to the Bureau
of the Budget by the agencies as their 1954 requests under existing
legislation, (Where such submissions had not been made in time for
inclusion, the Bureau of the Budget has made an estimate of the
probable submissions), The Department of Defense {military) esti-
mate of %34,5 billion is a preliminary estimate and compares with
37,4 billion which was the original nronosal of the services to the
Office of the Secretary of Defense,

These projections are based upon a general policy of building
up our strength in a continuing tense world situation, They do not
assume the breaking out of large~scale war or the imminence of such
an eventuality during this period, Thus, the 1957 exnwenditure pro-
jections under existing legislation are the same as the levels
estimated for 1956,

TOP SECEET
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As the projections indicate, the major budget issues which
press upon us for decision center around the new legislative
proposals of the agencies and the "add-ons" which are under current
discussion, The acceotance of all these propnosals would sharnly
reverse in 1956, and even more sharply in subseguent years, the
downward trend in exnmenditures which has marked this administration's
real progress in obtaining control of the Budget,

Table I indicates that without any new legislative nrosram or
other proposals now under consideration and if all taxes were retained
at present rates, and if a moderate reduction in agency exvenditure
estimates (of about five percent for other than the Department of
Defense) were made, we would be faced with estimated deficits of
42,2 billion in 1956 and 4,7 billion in 1957,

Table II shows the effect on the above deficits if the new
legislative program and other proposals under consideration were
added to the Budget, The costs of these proposals are preliminary
estimates of the minimum expenditures which would result from their
adoption, They total 44,6 billion in 1956 and %6,8 billion in
1957, 1In addition, if the figures in the proposals of the armed
services were adopted, there would be a further inecrease in the
deficit of %2,9 billion in 1956 and %.8 billion in 1957, Assumine
that corporation and excise taxes ean be extended at present rates
and no tax reductions enacted, the indicated deficit would be %9,7
billion in 1956 and %13,3 billion in 1957, In later years, as shown
in the supporting table attached, we would have to face up to an
additional %10 billion of expenditures per annum as a result of these
"add~-on" programs as now outlined,

Feceipts

In the case of revenues, a continued high level of prosmerity
and further growth in the economy have been assumed, We have also
assumed that the present statutory reductions in both excise and
corporate tax rates, scheduled to take effect on April 1, 1955, can
be set aside by a new act of Congress extending present rates, The
loss in revenues and corresponding increase in the estimated defiecits,
from a failure to secure extension of the rates would be as follows:

(in millions)

1956 ‘ 1957

Excise taxes, « . » « . . 51,200 51,100
Corporate taxes , . . . . 1,200 1,750
Total . . . .. . 2,400 2,850

TOP SHIRET
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The debt ceiling

It is estimated that at the end of the fiscal year 1955, the
public debt will stand right at the debt ceiling of 3275 billion,
The temnorary increase of 36 billion expires next June 30, Hence
even with a balanced budget for 1956 the administration would
again be faced with the necessity of seeking an extension of the
temporary debt ceiling in order to meet seasonal borrowineg needs,
Any appreciable deficit in the 1956 Budget will force the admin-
istration to seek a permanent increase in the debt ceiline of
%275 billion as well,

Peceipts from and pavments to the public

The excess of cash receipts from the public in the trust funds

might amount to approximately %3 billion in each of the fiscal years

1956 and 1957, If we accept as the objective for the 1956 Budget

the actual 1954 budgetary result of a %3 billion defieit - which

would represent an approximate balance of receipts from with payments

to the public--the projection in Table I (line 5) indicates that it

would be possible either to make some reductions in taxes or allow
(Z) for "add-on" exvenditure programs totaling just short of $1 billion,

Conclusion

Our report of HMay 10, 1954, took justifiable credit for the
real progress which had been made through teamwork in obtaining con-
trol of the Budget, '

Table I now indicates that if tax rates are maintained at the
present levels and if expenditures are confined to the present pro-
grams we would anproach a balanced budget in 1957, These are two
very big "ifs" and very difficult to overcome, On the expenditure
side it means that new programs we adopt must be "in lieu of" rather
than "in addition to" existing programs,

Adoption of all the new legislative vroposals and other "add-ons"

under consideration would certainly mean such a sharp change in our
budgetary trends as to spell danger ahead,

/s/ Powland R, Hughes

Director
Attachments

C
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Table IX

(}~

THE BUDGET OUTLOOK

' Effect of Possible “Add-ons" for 1956 =
e (in billions) ' 1957 =
5 1953 1954 1955 1955  indicated

& actual aetual estimate estimate level g}

1. Surplus (4) or deficit (-) from line 5 of table I ..coeeeenrns S99 -$3.0  -$5.2 -$2.2 4.7 4

Lo

3 2. Possible "Add-ons’ under discussion (summery list on S

9 Table 1IA): - =

= , o

= 2. Proposals For NSC revieW...cceecees-sosseascccasoassnsronss - - - 2.7 a/%.9 o

. b. New legislative DIOETaM sesesecsserosccorsecscscssacannccns - - - 1.9 1.7 ;?.
o ‘c. Public works and reclamation eeceivessscccccoscsattsccracess - - - * .2
= . POLEL e sarenneesassnnnnnsaascassosassssanssnsnsaans L5 5.5
3. Additional expenditures per request of services to CSD vaveees - - - 2.9 5.8

'

L. Budget deficit (-) if all above “"add-ons"” adopted and no "~
OThET CHanges MAE .eeveecossncoccsscsssscrsscsasssonvsscsasse -9.h -3.0 -5.2 -9.7 -13.3

\\
C_'e:/ Full annual cost would be approximately $14.5 billion.
¥ Iess than $50 million.
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Teble II-A

. Possible “Add-ons" for 1956

(in billions)

o Full
= 1955 1957 annual
g cost  cost cost

%Programs for early NSC review:
®  Continental defense ...civueeevenncceness $.5  $1.0 $5.0
3 Defense mobilization viieeioveeseeesenees .5 1.0 5.0
Military manpower IreServe «sesesssssesve. 1.7 2.9 k.5
Total, early NSC review ..iceeeeseeas. 2.7 4.9 1.5

New legislative nrogram:

FOR OFFICI

Military persommnel .uceeeeveseecccesseass 1.1
Federal civilian personnel .e.veeceeee... .k
New highway DI'OZral «.iveeeevessesccasanns .3
Health reinSurance ...eveceeceeeeececeees o1
Medical care-public assistance recipients .1
Merchant vessel repair and modernization. .1
Return of German assets ....eeeececesese. :
MiSCellanouUS +eeeecscesvvecensnnvascnnes o1
Postal rate increase .......eeesesececses -.3

C Total, new legislative program ....... 1.9¢ 1.7+

Additional public works & reclamation
projects (mostly new legislation) ........ #*

1.1
A
-3
.1

2
-.3

.2 (of $2.0 authorization)

Total possible "add-ons” .evvesvescenensvses 4.6¢ 6.84

e e — e
i !
‘ 1956 1957 !
, cost cost ;
i
: 8y increase .vi.eeees. $.7 $.7 j
"1 Burvivors' benefits ... .2 .2
- | pendents' medical care .1 .1 ;
i ; Other legislation ..... .1 .1 .
: | T.1 T.1 :
i !
e ot = e e
1956 1957
cost cost i
\\\ Classified pay increase $.2 $.2 '
~} Postal pay increase ... .1 .1
Medical care insurance. .1 .1
N RN
e e !
— ST
Project Authorization |
"1 Upper Colorado ..... $1.0 - $1.3 I
— Frying pan veeecenes . !
& Other (Hartwell Dem, |
Calumet Sag, ete.) .5 !
2.0 |
]

* less than $50 million.
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Memo for 250 . j
re:; FY Rudget
NATIONAL SECURITY COUNCIL congidera%ions

Dated: December 2,
‘,!/,,C/ TOP SECRET CONTROL FORM 1954
g

COPY NO. q
ATTENTION +

By direction of the President, this form must be signed and completed by each
individual (1) who reads this document wholly or in part or (2) who personally
handles it and has access to its contents., Such access must be limited to those
individuals having a "need to know" and appropriate Top Secret clearance.
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WARNING ‘
A
THIS DOCUMENT CONTAINS INFORMATION AFFECTING THE NATIONAL DEFENSE OF THE UNITED STATES WITHIN Ti.sr
MEANING OF THE ESPIONAGE LAWS, TITLE 18, U.S.C.., SECTIONS 793 AND 794, AS AMENDED. {TS TRANSMIS-

SION OR THE REVELATION OF ITS CONTENTS IN ANY MANNER TO AN UNAUTHORIZED PERSON 1S PROHIBITED BY LAW.
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